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CONTROLLER'S  OFFICE 
CITY  SERVICES  AUDITOR 

The  City  Services  Auditor  was  created  within  the  Controller's  Office  through  an  amendment  to  the 
City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F  to  the  City  Charter, 
the  City  Services  Auditor  has  broad  authority  for: 

•  Reporting  on  the  level  and  effectiveness  of  San  Francisco's  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

•  Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

•  Operating  a  whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
abuse  of  city  resources. 

•  Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits.  Financial 
audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide  reasonable 
assurance  about  whether  financial  statements  are  presented  fairly  in  all  material  aspects  in 
conformity  with  generally  accepted  accounting  principles.  Attestation  engagements  examine,  review, 
or  perform  procedures  on  a  broad  range  of  subjects  such  as  internal  controls;  compliance  with 
requirements  of  specified  laws,  regulations,  rules,  contracts,  or  grants;  and  the  reliability  of 
performance  measures.  Performance  audits  focus  primarily  on  assessment  of  city  services  and 
processes,  providing  recommendations  to  improve  department  operations. 

We  conduct  our  audits  in  accordance  with  the  Government  Auditing  Standards  published  by  the  U.S. 
Government  Accountability  Office  (GAO).  These  standards  require: 

•  Independence  of  audit  staff  and  the  audit  organization. 

•  Objectivity  of  the  auditors  performing  the  work. 

•  Competent  staff,  including  continuing  professional  education. 

•  Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 


Audit  Team:    Ben  Carlick,  Audit  Manager 

Edwin  De  Jesus,A  ssociate  Auditor 
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Ben  Rosenfield 
Controller 
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San  Francisco  Airport  Commission 
P.O.  Box  8097 

San  Francisco  International  Airport 
San  Francisco,  CA  94128 


John  L.  Martin,  Director 

San  Francisco  International  Airport 

P.O.  Box  8097 

San  Francisco,  CA  94128 


President, Mem  bers,  and  Director  Martin: 

The  Controller's  Office,  City  Services  Auditor,  presents  its  report  concerning  the  audit  of  Smarte 
Carte,  Inc.  (Smarte  Carte).  Smarte  Carte  has  a  lease  and  operating  agreement  (agreement) 
with  the  Airport  Commission  (Commission)  of  the  City  and  County  of  San  Francisco  (City)  to 
provide  luggage  carts  and  their  vending  units  at  specified  areas  of  the  San  Francisco 
International  Airport.  Under  the  agreement,  Smarte  Carte  is  required  to  pay  the  Airport 
Department  (Airport)  the  greater  of  a  minimum  annual  guarantee  rent  or  25  percent  of  its  gross 
revenues.  In  addition,  the  City  is  to  compensate  Smarte  Carte  for  luggage  carts  it  provides  for 
free  to  arriving  passengers  at  the  International  Terminal  who  are  subject  to  federal  inspections 
(the  customs  program).  The  agreement  provides  the  Commission  five  one-year  options  to 
extend  the  term  of  the  agreement.  The  Commission  exercised  four  of  the  one-year  options, 
which  extended  the  term  of  the  agreement  through  March  31 ,  201 1 . 

Reporting  Period:    April  1 ,  2007,t  hrough  March  31 ,  2009 

Net  Rent  Paid:  $1,281,294 


For  the  two-year  audit  period,  Smarte  Carte  reported  gross  revenues  of  $5,1 15,383, but  made 
some  errors  in  its  reported  gross  revenues.  Smarte  Carte  overreported  its  gross  revenues  by 
$74,314  for  February  2009,  and  overpaid  its  rent  for  the  month  by  $10,677.  Smarte  Carte  also 
improperly  excluded  from  its  gross  revenues  for  the  audit  period  a  total  of  $32,489  in  credit  card 
transactions  whose  payments  were  denied  by  its  credit  card  processing  company,  and  as  a 
result,  underpaid  its  rent  by  $8,122.  The  agreement  specifically  requires  Smarte  Carte  to  include 
in  its  reported  gross  revenue  all  credit  card  transactions,  whether  or  not  it  receives  payment.  To 
determine  the  final  rent  for  the  audit  period.t  he  Airport  needs  to  revise  its  year-end  true-up  of 
Smarte  Carte's  rent  due  and  rent  paid  for  each  lease  year,t  aking  into  account  the  errors  in 
reported  gross  revenues  identified  above. 

The  audit  also  found  that  Smarte  Carte  provided  unauthorized  services  to  another  tenant  of  the 
Airport,  which  resulted  in  revenues  totaling  $5,584  during  the  audit  period.  In  addition,  Smarte 
Carte  submitted  over  two  months  late  the  annual  financial  reports  certified  by  an  independent 
certified  public  accountant  (CPA)  required  by  the  agreement. For  the  audit  period,  Smarte  Carte 
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correctly  billed  the  Airport  and  the  Airport  correctly  paid  to  Smarte  Carte  a  total  of  $3,921 ,643  as 
compensation  for  free  cart  usage  under  the  customs  program. 

The  auditors  found  that  the  Airport  had  some  deficiencies  in  its  management  of  the  lease, 
including: 

•  Not  performing  a  year  end  true-up  of  Smarte  Carte's  rent  due  and  the  rent  paid  for  the 
lease  year  ending  March  31 ,  2008. 

•  Not  comparing  the  revenues  listed  in  the  annual  CPA  audit  reports  to  the  revenues 
Smarte  Carte  reported  to  the  Airport,and  taking  appropriate  action  for  any  differences 


•  Not  providing  written  approval  by  the  airport  director  of  Smarte  Carte's  vending  unit  type, 
as  required  by  the  agreement. 

•  Not  monitoring  the  timely  submission  of  Smarte  Carte's  CPA  audit  reports. 

The  responses  from  the  Airport  and  from  Smarte  Carte  are  attached  to  this  report  as  appendix  A 
and  B  respectively.  The  Controller's  Office,  City  Services  Auditor,  will  work  with  the  Airport  to 
follow  up  on  the  status  of  the  recommendations  made  in  this  report. 

Respectfully, 


Tonia  Lediju 
Director  of  Audits 

cc:  Mayor 

Board  of  Supervisors 
Budget  Analyst 
Civil  Grand  Jury 
Public  Library 


identified. 


INTRODUCTION 


Audit  Authority  The  Office  of  the  Controller  (Controller)  has  authority  under 

the  San  Francisco  Administrative  Code,  Chapter  10, 
Article  1,  Section  10.6-2,t  o  audit,  at  regular  intervals,  all 
leases  of  city-owned  real  property  where  rent  of  $100,000 
or  more  a  year  is  to  be  paid  to  the  City  and  County  of  San 
Francisco  (City). I  n  addition,  the  City  Charter  provides  the 
Controller,  City  Services  Auditor  (CSA),  with  broad  authority 
to  conduct  audits.  We  conducted  this  audit  under  that 
authority  and  pursuant  to  an  audit  plan  agreed  to  by  the 
Controller  and  the  Airport  Department  (Airport). 

Background  Smarte  Carte,  Inc.  (Smarte  Carte)  has  a  lease  and 

operating  agreement  (agreement)  with  the  Airport 
Commission  (Commission)  of  the  City  and  County  of  San 
Francisco  (City)  to  provide  luggage  carts  and  their  vending 
units  at  specified  areas  of  the  San  Francisco  International 
Airport.  The  original  agreement  ended  on  March  31 ,  2007, 
but  gives  the  City, five  one-year  options  to  extend  the  term, 
exercisable  by  the  Commission  at  its  sole  discretion.  The 
Commission  exercised  four  of  the  one-year  options,  which 
extended  the  term  of  the  agreement  through  March  31 , 
2011. 

The  agreement  requires  Smarte  Carte  to  pay  the  City  the 
greater  of  the  minimum  annual  guarantee  (MAG)  or  25 
percent  of  the  gross  annual  revenue  from  its  luggage  cart 
operations. D  uring  the  audit  period,  the  MAG  was  $539,241 
($44,937  monthly)  from  April  1,  2007,  through  March  31, 
2008,  and  $570,61 5  ($47,551  monthly)  from  April  1 ,  2008, 
through  March  31 ,  2009.  The  agreement  also  requires 
Smarte  Carte  to  provide  luggage  carts  for  free  to  arriving 
passengers  in  the  areas  of  the  International  Terminal  where 
these  passengers  are  subject  to  federal  inspection  services 
(the  customs  program).  Under  the  customs  program,  the 
City  is  to  compensate  Smarte  Carte  the  lesser  of  1)  the 
number  of  free  carts  actually  used  at  the  rate  of  $1 .20  each, 
or  2)  the  predetermined  service  fee  for  each  year. 
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Scope  and  Methodology        The  purpose  of  this  audit  was  to  determine  if  Smarte  Carte 

complied  with  the  reporting  and  payment  provisions  of  its 
agreement  with  the  Commission. The  audit  covered  April  1 , 
2007,  through  March  31,  2009. 

To  conduct  the  audit.t  he  auditors  reviewed  the  applicable 
terms  of  the  agreement  and  the  adequacy  of  Smarte 
Carte's  procedures  for  recording,  summarizing,  and 
reporting  its  gross  revenues  to  the  Airport.  To  determine 
whether  Smarte  Carte  accurately  reported  its  gross 
revenues  to  the  Airport,  the  auditors  tested  on  a  sample 
basis  Smarte  Carte's'  monthly  revenue  records,  bank 
deposit  records,  and  credit  card  transactions  reports  for  the 
audit  period. In  addition,  the  auditors  determined  if  Smarte 
Carte  correctly  billed  the  Airport  under  the  customs 
program,  and  whether  the  Airport  correctly  paid  Smarte 
Carte  for  carts  used  under  the  program. 

This  performance  audit  was  conducted  in  accordance  with 
generally  accepted  government  auditing  standards.  These 
standards  require  planning  and  performing  the  audit  to 
obtain  sufficient,  appropriate  evidence  to  provide  a 
reasonable  basis  for  the  findings  and  conclusions  based  on 
the  audit  objectives.  We  believe  that  the  evidence  obtained 
provides  a  reasonable  basis  for  the  findings  and 
conclusions  based  on  the  audit  objectives. 
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AUDIT  RESULTS 


From  April  1,  2007,  through  March  31,  2009,  Smarte  Carte, 
Inc.  (Smarte  Carte)  reported  gross  revenues  of  $5,1 15,383 
from  its  luggage  cart  operations,  and  paid  net  rent  of 
$1 ,281 ,294  to  the  Airport  after  the  Airport's  credit  of 
$1 6,592  for  the  true-up  of  the  rent  due  and  the  rent  paid  for 
the  lease  year  ending  March  31,  2009.  Smarte  Carte  also 
correctly  billed  the  Airport  under  the  customs  luggage  cart 
program.  The  audit  also  found  that  Smarte  Carte  made 
some  errors  in  reporting  its  gross  revenues,  and  Smarte 
Carte  had  certain  contract  compliance  and  internal  control 
issues  as  discussed  below. 

Finding  1  Smarte  Carte  Made  Some  Errors  in  Its  Reported  Gross 

Revenues 

While  Smarte  Carte  correctly  reported  most  of  the  gross 
revenues  it  earned,  it  made  some  reporting  errors.  Smarte 
Carte  overreported  its  gross  revenues  in  February  2009. 
Smarte  Carte  also  underreported  its  gross  revenues  when  it 
improperly  excluded  revenues  from  credit  card  transactions 
whose  payments  were  denied  by  its  credit  card  processing 
company. 

Exhibit  1  shows  Smarte  Carte's  reported  gross  revenues 
and  the  net  rent  paid  to  the  Airport  during  the  audit  period. 


1  Gross  Revenues  and  Rent  Paid 

1  April  1,  2007,  Through  March  31,  2009 

Period 

Reported 
Revenues 

Rent  Paid 

True-Up 
Credit 

Net  Rent 
Paid 

April  1,  2007,  through  March  31,  2008 

$2,629,725 

$659,879 

$  0 

$659,879 

April  1,  2007,  through  March  31,  2009 

2,485,658 

638,007 

16,592 

621,415 

Total 

$5,115,383 

$1,297,886 

$16,592 

$1,281,294 

Sources:  CPA  audit  reports  and  Airport  records 

FINDINGS  AND 
RECOMMENDATIONS 
FOR  SMARTE  CARTE 
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For  February  2009,  Smarte  Carte  reported  revenues  of 
$232,91 3,  which  was  $74,314  more  than  its  $1 58,599 
actual  gross  revenues.  Based  on  the  reporting  requirement 
of  the  agreement,  Smarte  Carte  is  to  submit  a  true  and 
correct  report  of  revenues  to  the  Airport.  According  to 
Smarte  Carte's  senior  analyst,  the  employee  who  prepared 
the  report  made  a  mistake  in  writing  the  revenue 
information  on  the  monthly  report.  As  a  result  of  this  error, 
Smarte  Carte  paid  the  percentage  rent  of  $58,228,  which 
was  $10,677  more  than  the  correct  minimum  monthly  rent 
due  of  $47,551.  This  caused  an  error  in  the  year-end  true- 
up  of  the  rent  due  and  the  rent  paid.whic  h  the  Airport  does 
at  the  end  of  the  lease  year  to  compare  the  rent  actually 
paid  and  the  rent  due  for  the  lease  year,  because  Smarte 
Carte  paid  the  percentage  rent  and  the  minimum  rent  for 
different  months  during  the  lease  year.S  ince  the  Airport 
used  overreported  revenues  in  its  true-up  of  the  annual  rent 
due  and  paid  for  the  lease  year  that  ended  March  31 ,  2009, 
the  resulting  $16,592  credit  was  less  than  what  Smarte 
Carte  would  have  been  entitled  to. 

Smarte  Carte  Did  Not  Report  Smarte  Carte  did  not  include  in  its  reported  gross  revenues 
Some  Credit  Card  Revenues        the  credit  card  transactions  whose  payments  were  denied 

by  its  credit  card  processing  company.  Under  the 
agreement,  Smarte  Carte  is  to  report  all  revenues  from  the 
rentals  of  luggage  carts, whet  her  paid  or  not.  According  to 
Smarte  Carte's  staff,  they  did  not  realize  that  the 
agreement's  definition  of  gross  revenues  included 
uncollected  credit  card  transactions.  The  unreported 
revenues  from  denied  credit  card  transactions  were 
$10,923  for  the  lease  year  ending  March  31,  2008,  and 
$21 ,566  for  the  lease  year  ending  March  31 ,  2009,  for  a 
total  of  $32,489  unreported  gross  revenues.  Since  Smarte 
Carte  paid  the  percentage  rent  for  each  lease  year  of  the 
audit  period,  any  additional  gross  revenues  are  subject  to 
percentage  rent  at  the  rate  of  25  percent.  For  the  $32,489 
of  unreported  gross  revenues,  Smarte  Carte  owes  the 
Airport  rent  of  $8,122. 

Recommendations  The  Airport  should: 

1 .  Revise  its  year-end  true-up  of  Smarte  Carte's  rent  due 
and  paid  for  the  lease  years  ending  March  31,  2008, 
and  March  31,  2009,t  aking  into  account  the  unreported 


Smarte  Carte  Overreported 
Revenues  to  the  Airport 


gross  revenues  of  $10,923  during  the  2008  lease  year 
and  the  $21 ,566  during  the  2009  lease  year,  and  the 
overreported  revenues  of  $74,314  in  February  2009. 

2.  Bill  or  credit  Smarte  Carte  for  overpaid  or  underpaid 
rent,  if  any,  resulting  from  the  overreported  and 
underreported  revenues. 

3.  Require  Smarte  Carte  to  report  any  unreported  credit 
card  transactions  before  and  after  the  period  of  this 
audit,  and  pay  the  corresponding  rent  due  from  these 
transactions,  including  the  service  charge  for  the  unpaid 
rent  as  provided  in  the  agreement. 


Smarte  Carte  Correctly 
Billed  the  Airport  Under 
the  Customs  Luggage 
Cart  Program 


For  the  audit  period,  Smarte  Carte  correctly  billed  the 
Airport,  and  the  Airport  correctly  paid  Smarte  Carte, 
$3,921,643  for  carts  provided  under  the  customs  luggage 
cart  program.  Exhibit  2  shows  the  compensation  the  Airport 
paid  to  Smarte  Carte. 


1  Compensation  Paid  Under  the  Customs  Luggage  Cart  Program 

|  April  1,  2007,  Through  March  31,  2009 

Period 

Fees  Paid 

April  1 ,  2007,  through  March  31 ,  2008 

$2,021,742 

April  1,  2008,  through  March  31,  2009 

1,899,901 

Total 

$3,921,643 

Source:    City's  Financial  Accounting  Management  Information  System 

Finding  2  Smarte  Carte  Did  Not  Comply  With  Certain  Provisions 

of  Its  Agreement 

The  audit  found  that  Smarte  Carte  did  not  comply  with 
important  provisions  of  its  agreement.  Smarte  Carte 
submitted  its  annual  certified  public  accountant  (CPA) 
report  late,  and  provided  unauthorized  services  at  the 
Airport. 

Smarte  Carte  Submitted  The  Airport  received  Smarte  Carte's  year-end  financial 

Year-End  Financial  Reports         report  certified  by  an  independent  CPA  for  the  lease  year 
Late  ending  March  2008,  on  October  2,  2008,  and  for  lease  year 

ending  March  2009,  on  September  17,  2009.  The 
agreement  requires  Smarte  Carte  to  submit  a  CPA  report 
within  90  days  after  the  end  of  its  lease  year.or  by  June  29 
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of  each  year,  and  provides  a  $500  fine  per  violation  day  for 
failure  to  submit  required  reports.  Based  on  the  Airport's 
receipt  date  above,  Smarte  Carte  submitted  each  report 
more  than  two  months  late. 

Smarte  Carte  Provided  Smarte  Carte  provided  cleaning  services  to  another  Airport 

Services  Not  Allowed  Under  tenant,  and  earned  revenues  of  $5,584  for  the  audit  period. 
Its  Agreement  jne  agreement  does  not  permit  Smarte  Carte  to  provide 

these  types  of  services  at  the  Airport,  unless  specifically 
approved  by  the  airport  director.The  agreement  allows 
Smarte  Carte  to  use  the  premises  only  for  its  cart 
operations.S  marte  Carte  appropriately  did  not  include  the 
revenues  earned  for  these  unauthorized  services  in  its 
report  of  gross  revenues  to  the  Airport  during  the  audit 
period. 

Recommendations  The  Airport  should: 

4.  Remind  Smarte  Carte  it  is  required  to  submit  its  annual 
CPA  audit  report  within  90  days  after  the  end  of  its 
lease  year. 

5.  Consider  imposing  the  $500  daily  fine  if  Smarte  Carte 
submits  its  CPA  audit  report  late. 

6.  Direct  Smarte  Carte  to  refrain  from  providing  services 
that  it  is  not  authorized  to  perform  under  the  agreement. 

Finding  3  Smarte  Carte  Does  Not  Verify  Correctness  of  Reports 

Submitted  to  Airport 

Smarte  Carte's  staff  computes,  prepares,  and  submits  the 
monthly  statement  of  revenues  and  its  invoice  for  carts 
provided  under  the  customs  program  to  the  Airport  without 
review  by  a  supervisor.  Good  accounting  practice  requires 
that  the  statement  of  revenues  and  the  invoice  for  the 
customs  program  be  reviewed  for  accuracy  by  a  supervisor. 
Without  a  supervisor's  review,  Smarte  Carte  may  submit 
erroneous  reports  and  invoices.  It  appears  that  the  lack  of 
supervisory  review  may  have  contributed  to  Smarte  Carte 
overreporting  its  revenue  in  February  2009,  as  discussed 
above. 

7.  The  Airport  should  advise  Smarte  Carte  to  review  the 
correctness  of  its  monthly  revenue  report  and  customs 
program  invoice  before  submitting  them  to  the  Airport. 


Recommendation 


During  the  audit  period,  the  audit  found  that  the  Airport  had 
some  deficiencies  in  its  management  of  the  lease, 
including: 

•  Not  performing  a  year-end  true-up  of  Smarte  Carte's 
rent  due  and  the  rent  paid  for  the  lease  year  ending 
March  31,  2008. 

•  Not  comparing  the  CPA-audited  revenues  to  the 
revenues  Smarte  Carte  reported  to  the  Airport  for 
each  lease  year. 

•  Not  providing  written  approval  by  the  airport  director 
to  Smarte  Carte  for  vending  units  that  Smarte  Carte 
uses  at  the  Airport. 

•  Not  monitoring  Smarte  Carte's  timely  submission  of 
the  CPA  audit  report. 

•  Not  verifying  Smarte  Carte's  meter  reading  used  to 
bill  the  Airport  under  the  customs  program. 

Finding  4  The  Airport  Did  Not  Perform  a  True-up  of  the  Rent  Due 

and  the  Rent  Paid  for  One  Lease  Year 

For  the  lease  year  ending  March  31 ,  2008,  the  Airport  did 
not  perform  a  year-end  true-up  of  the  rent  due  and  the  rent 
Smarte  Carte  paid  to  the  Airport.  An  annual  true-up  of  the 
rent  due  and  paid  is  necessary  because  Smarte  Carte  paid 
the  minimum  rent  and  the  percentage  rent  for  different 
months  during  the  lease  year,  and  the  annual  calculations 
are  necessary  to  determine  the  final  amount  of  rent  due  to 
the  Airport.  Because  Airport  staff  did  not  prepare  a  true-up, 
the  Airport  was  unable  to  detect  that  Smarte  Carte  was  due 
a  $2,448  rent  credit  for  the  period. 

Recommendation  8.  The  Airport  should  perform  a  true-up  of  the  rent  due  and 

paid  for  the  lease  year  ending  March  31 ,  2008,  and 
credit  Smarte  Carte  for  any  overpaid  rent. 

Finding  5  The  Airport  Did  not  Compare  the  Audited  Revenues  to 

Smarte  Carte's  Reported  Revenues 

The  Airport  did  not  compare  the  audited  gross  revenues  to 
the  revenues  Smarte  Carte  reported  to  the  Airport.  The 
agreement  requires  Smarte  Carte  to  submit  an  annual 
financial  report  certified  by  an  independent  certified  public 
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accountant  (CPA)  that  shows  gross  revenues  for  the  prior 
lease  year.  The  Airport  should  use  the  CPA  audit  report  to 
determine  whether  Smarte  Carte  paid  the  correct  amount  of 
rent  for  the  lease  year.  Because  the  Airport  did  not  perform 
this  comparison,  itwas  unable  to  promptly  determine  that 
Smarte  Carte  overreported  its  revenues  in  February  2009, 
and  was  unable  to  properly  perform  the  true-up  of  the  rent 
due  and  paid  at  the  end  of  the  2009  lease  year. 

The  Airport  should: 

9.  Make  the  appropriate  corrections  or  adjustments  to  its 
records  to  reflect  the  audited  revenues,  and  credit  or  bill 
Smarte  Carte  for  any  overpaid  or  underpaid  rent. 

10.  Routinely  compare  the  revenues  listed  in  the  CPA  audit 
report  to  Smarte  Carte's  reported  revenues  to  timely 
detect  any  underreporting  or  overreporting  of  revenues, 
and  make  appropriate  adjustments, i  f  necessary. 

The  Airport  Director  Did  Not  Approve  the  Type  of 
Vending  Unit  Used  by  Smarte  Carte 

The  Airport  did  not  have  records  that  the  airport  director 
approved  the  type  of  vending  unit  Smarte  Carte  installed  at 
the  Airport.  The  agreement  requires  each  vending  unit  type 
be  approved  in  writing  by  the  airport  director.  Without 
approving  the  vending  unit  type,  the  Airport  cannot  be  sure 
that  the  vending  unit  types  Smarte  Carte  installed  are 
acceptable  to  the  Airport. 

1 1 .  The  Airport  should  determine  if  each  type  of  vending 
unit  that  Smarte  Carte  installed  at  the  Airport  meets  its 
approval.  If  it  does,  the  airport  director  should  document 
this  in  writing. 

The  Airport  Does  Not  Monitor  Timely  Receipt  of  Smarte 
Carte's  CPA  Reports 

The  Airport  does  not  monitor  whether  Smarte  Carte 
submitted  its  CPA  report  timely.The  agreement  requires 
that  Smarte  Carte  submitits  annual  CPA  report  within  90 
days  of  the  end  of  the  lease  year.  The  CPA  audit  report 
provides  the  Airport  assurance  that  Smarte  Carte  correctly 
reported  its  revenues.  The  agreement  allows  the  airport 
director  to  impose  a  $500  daily  fine  if  Smarte  Carte  does 


not  submit  the  CPA  audit  report  when  due.  Smarte  Carte's 
failure  to  submit  the  CPA  report  by  the  due  date  denies  the 
Airport  the  opportunity  to  promptly  compare  the  CPA 
audited  revenues  to  Smarte  Carte's  reported  revenues. 

Recommendation  12.  The  Airport  should  monitor  Smarte  Carte's  timely 

submission  of  its  annual  CPA  audit  report,  and  consider 
imposing  the  $500  daily  fine  if  Smarte  Carte  submits  its 
CPA  report  late. 

Finding  8  The  Airport  Does  Not  Verify  Smarte  Carte's  Meter 

Readings  at  the  International  Terminal 

The  Airport  no  longer  verifies  the  accuracy  of  Smarte 
Carte's  meter  readings  to  determine  number  of  carts  used 
under  the  customs  luggage  cart  program.  Smarte  Carte 
uses  these  readings  to  bill  the  Airport  for  the  total  carts 
used  under  the  customs  program.A  ccording  to  Smarte 
Carte's  airport  manager,  Airport  staff  previously 
accompanied  Smarte  Carte  staff  each  month  to  read  the 
meters  in  the  customs  area  of  the  International  Terminal. 
The  Airport  stopped  this  practice  because  staff  explained 
that  they  can  no  longer  conveniently  access  the  customs 
area.  Smarte  Carte's  airport  manager  said  that  to  have  the 
Airport  representative  access  the  customs  area  during  their 
meter  reading,  Smarte  Carte  must  apply  for  a  permit  from 
airport  security  each  time,  which  takes  days  to  obtain  and  is 
valid  only  on  the  date  specified  on  the  permit. 

Recommendation  13.  The  Airport  should  at  least  annually  verify  the  accuracy 

of  Smarte  Carte's  meter  reading  for  the  luggage  cart 
customs  program. 
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APPENDIX  A:  AIRPORT'S  RESPONSE 


San  Fmoosco  Internattundl  Airport 


September  22.  2010 
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BY  EMAIL 

Ms.  Ton i a  Lediju 

Director  of  Audits 

Cily  Hall.  Room  476 

1  Dr.  Carlton  B.  Goodlctt  Place 

San  Francisco.  C A  94102 

Subject:        Smarte  Carte  -  Audit  Recommendation  and  Response 

Dear  Ms.  Lediju: 

The  Airport  agrees  with  the  audit  findings  and  will  implement  the  recommendations 
per  the  attached  audit  response  and  recommendation  form. 

If  you  have  any  questions,  please  feel  free  to  call  me  a(  (650)  821-4500. 


Cheryl  Nashir 

Associate  Deputy  Airport  Director 
Revenue  Development  and  Management 

Attachment 

cc:  Gigi  R.  Rieasa 
Vic  Bartolome 
Wallace  Tang 
Kammy  Vong 
Ben  Carlick 
Edwin  De  Jesus 
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APPENDIX  B:  SMARTE  CARTE'S  RESPONSE 


smarte  :  \  r  vz 


September  17,  2010 

Ionia  Lediju,  Director  of  Audits 
City  Services  Auditor 
Office  of  the  Controller 
City  Hall  Room  476 
1  Or  Carlton  B  Goodtett  Place 
San  Francisco,  CA  94102 

Dear  Tonia, 

We  are  in  receipt  o'  the  draft  report  of  the  City  and  County  o-'  San  Francisco  Concession  Audi;  of  Smarte 
Carte,  Inc.  Our  comments  and  findings  are  lisled  beluw 

In  the  first  oaragraph  on  page  3  o!  file  Audit  Results,  it  states  th3t  Smane  Carte  paid  net  rent  of 

S  1,281,294  to  the  Airport  after  the  stated  credit  of  516.592  for  the  true-up  of  lease  year  ending  March 

31,  2009.  Just  to  clarify,  according  to  our  records,  Smarte  Carte  did  not  use  the  S16.5S2  credit 

With  regard  to  the  over-reported  revenues,  Smarte  Carte  has  set  a  review  poiicy  in  which  ail  reports  will 
be  reviewed  by  the  Corporate  Controller  prior  to  submission 

The  inadvetent  omission  of  the  declined  credit  carp  transact  ons  has  been  remedied  beginning  with  Inly 
2010  Smarte  Carte  will  provide  Davie!  Eng  with  the  reconciliation  of  omitted  credit  card  declines  and 
percentage  rent  due  for  the  period  April  2007  through  June  2010. 

Smarte  Carte  is  no  longer  providing  any  services  to  other  Airport  tenants  and  will  no:  co  so  in  the  future 
without  permission  from  the  airport  authority. 

If  you  have  any  additional  questions,  please  contact  either  Mike  Ehlers  (651-  653-3067  or  me  at  (651) 
653-3043. 

Thank  you. 

Mike  Ehlers 

Senior  Accountant/Analyst 


S  nccrcly, 

Lisa  Moisten 
Corporate  Controller 


